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Dear Sir 

REPORTS OF THE AUDITOR-GENERAL ON THE FINANCIAL STATEMENTS OF 
SALDANHA BAY MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 

The above-mentioned reports of the Auditor-General are herewith submitted in terms of 
section 21(1) of the Public Audit Act, 2004 (Act No. 25 of 2004), read in conjunction with 
section 188 of the Constitution of the Republic of South Africa, 1996 (Act No. 108 of 
1996) and section 121(3) of the Municipal Finance Management Act, 2003 (Act No. 56 of 
2003) (MFMA). A copy of the financial statements is also included for your attention. 


Kindly acknowledge receipt of this letter. 


Yours faithfully 
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foi rOR-GENERAL 



Auditer-Oeneral Republic of Soulh Africa www.agsa.co.za 

Private Bag XI Chempet 7442 Docex340 Tel: +27 (0)21 520 4100 Fox; +27 10)21 528 4201 


REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON THE 
FINANCIAL STATEMENTS OF THE SALDANHA BAY MUNICIPALITY 
FOR THE YEAR ENDED 30 JUNE 2006 


1. AUDIT ASSIGNMENT 

The financial statements as set out on pages 5 to 34, for the year ended 
30 June 2006, have been audited in terms of section 188 of the Constitution of the 
Republic of South Africa, 1996 (Act No. 108 of 1996), read with sections 4 and 20 of 
the Public Audit Act, 2004 (Act No. 25 of 2004) and section 126(3) of the Local 
Government: Municipal Finance Management Act, 2003 (Act No. 56 of 2003) 
(MFMA). These financial statements are the responsibility of the accounting officer. 
My responsibility is to express an opinion on these financial statements, based on 
the audit. 


2. SCOPE 

The audit was conducted in accordance with the International Standards on Auditing 
read with General Notice 1512 of 2006, issued in Government Gazette no. 29326 of 
27 October 2006. Those standards require that I plan and perform the audit to obtain 
reasonable assurance that the financial statements are free of mateiial 
misstatement. 

An audit includes: 

• examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements, 

• assessing the accounting principles used and significant estimates made by 
management, and 

• evaluating the overall financial statement presentation. 

I believe that the audit provides a reasonable basis for my opinion. 


3. BASIS OF ACCOUNTING 

The municipality is required to prepare financial statements on the basis of 
accounting determined by the National Treasury, as described in accounting policy 
note 1 to the financial statements. 


4. QUALIFICATION 

4.1 Departures from the applicable financial reporting framework 

The following Instances of departures from the applicable financial reporting 
framework standards and statements were identified: 

4.1.1 Impairment of assets 

In terms of IAS 36 (AC 128): Impairment of Assets the municipality must at each 
reporting date assess whether there is any indication that an asset may be impaired. 
If any such indication exists, the recoverable amount of the asset should be 


estimated. Due to the fact that this was the first set of financiai statements compiled 
according to GRAP requirements, the required assessment was not performed and 
the municipality have adopted a phased-in approach over a period of time in order to 
ensure the correct accounting treatment of this matter. 


As there was no proof that an assessment for indicators of impairment was 
performed at 30 June 2006, there is uncertainty whether the carrying values of 
property, plant and equipment disclosed as R184.9 million at year end shouid have 
been impaired and the possible misstatement is therefore unknown. 

4.1.2 Employee benefits 

Post empioyment benefit pians and post retirement medical aid benefit plans were 
not disclosed in accordance with the requirements of IAS 19 (AC 116); Employee 
Benefits. Due to the fact that this was the first set of financial statements compiled 
according to GRAP requirements, the municipality did not obtain an actuarial 
valuation and as a first stage towards reaching this objective, provided an amount of 
R5 million for post retirement benefits. 


5. QUALIFIED AUDIT OPINION 

In my opinion, except for the effect on the financial statements of the matters referred 
to in paragraph 4, the financial statements present fairly, in all material respects, the 
financial position of Saldanha Bay Municipality at 30 June 2006 and the results of its 
operations and cash flows for the year then ended, in accordance with the basis of 
accounting determined by the National Treasury of South Africa, as described in 
paragraph 3, and in the manner required by the Local Government Municipal 
Finance Management Act, 2003 (Act No. 56 of 2003). 


6. EMPHASIS OF MATTER 

Without further qualifying the audit opinion, attention is drawn to the following 

matters: 

6.1 Disclosure requirements 

An evaluation of the financial statements revealed the following discrepancies: 

• Financial assets and liabilities as disclosed in the statement of financial 
position at 30 June 2006 had not been classified and recorded into one of the 
following four categories as prescribed by IAS 39 (AC 133): Financial 
instruments: Recognition and Measurement. 

o Loans and receivables 
o Held to maturity 
o Available for sale 
o Fair value through profit and loss 

• Appropriate disclosure of the municipality’s risk management policies and risk 
exposures to interest rate risk and credit risk was not made as required by 
IAS 32.67 and IAS 32.76 (AC 125): Financial instalments: Presentation. 
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• A detailed note in respect of the ageing of the lease liabilities amounting to 
R1.7 million as at 30 June 2006, as required in terms of IAS 17 (AC 105): 
Leases, had not been disclosed in the financial statements. 

6.2 Contract management 

Various shortcomings were noted in respect of the municipality's contract 
management and control over projects and matters of a more significant nature 
included, inter alia, the following: 

• Formal contract agreements between the municipality and the respective 
contractors were not always signed or only signed between 5 to 10 weeks 
after the tenders had been awarded. 

• One project had commenced prior to the tender being awarded and 
payments had been made to the contractor before the official commencement 
date of the project. 

• There is no comprehensive management informaUon system that provides 
information on target versus actual dates as well as actual costs versus 
budgeted costs. 

• Minutes of site meetings were not always filed by the municipality on project 
files and it could therefore not be confirmed whether the municipality was 
actively involved in the project management of the infrastructure projects. 

• Contrary to section 46(2)(a) of the Government Notice Regulation 868 (dated 
30 May 2005): Municipal Supply Chain Management Regulations no 
documents had been signed by the bid committee where each member 
declares any interest in any proposed procurement process. 

6.3 Long term liabilities 

During the auditing of the long term liabilities of the municipality as at 30 June 2006, 
the following differences were noted between the external loan confirmation and the 
municipality’s loan register: 

• Closing balance: R648 734 difference to the register 

• Interest and redemption during the year: R578 066 difference to the 
confirmation 

6.4 Internal checking and conb’ol measures 

Apart from the matters raised in this report which may also indicate deficiencies in 
the internal checking and control measures and/or financial systems in operation 
within the municipality, various other deficiencies in this regard existed. Matters of a 
more significant nature include, inter alia, the following: 

• The internal audit section did not operate effectively during the financial year 
under review. 

• The municipality did not have a risk management policy in place. 

• There viras no formal risk assessment done on a regular basis. 

• The municipality did not have an approved human resources plan to outline 
human resource requirements in order to achieve the strategic objectives of 
the municipality. 
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6.5 Performance measurement audit 

An evaluation of the controls implemented during the financial year to develop and 
manage the municipality’s performance management system as required by section 
46(b) of the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) 
has been performed and a separate report has been issued in this regard. 

6.6 Late finalisation of the audit report 

In terms of section 126(3)(b) of the MFMA, I am required to submit my report to the 
accounting officer within three months of the receipt of the financial statements. In 
the interest of improving accountability and due to the process implemented by me to 
ensure consistency in the manner in which material audit findings are reported, I 
delayed the finalisation of my report from 30 November 2006 to the date reflected on 
this audit report. 


7. APPRECIATION 

The assistance rendered by the staff of the Saldanha Bay Municipality during the 
audit is sincerely appreciated. 



(Diedericks 
>r Auditor-General 


Cape Town 


29 March 2007 



AUDITOR-GENERAL 
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